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SUMMARY

This Technical Report differs from others in thic series
in that it does not focus on training, critical appraisals, or
operational problems. Instead, it ventures to suqgest that
significant advantages could be gained by expanding the mission
of the Office cf Manpower Utilization (OMU), HQ, USMC. In this
Report, the research staff notes that OMU holds major responsi-
bility for Marine Corps research in human resources management.
It suggests that OMU's services and contributions might be in-
creased by broadening OMU's assignment so that its staff could
offer a management auditing service or. an optional basis to
Occupational Fields that request gsuch sssistance.

The report begins by pointing to the fact that Task Analysis
18 one major segment in such an inclusive management audit. Sec-
tion I describes typical management audit coverage, including
critical evaluation of an crganization's current policies and the
programs developed to implement them, organizational structure,
planning procenses, coordination of functions, manager capabili-
ties and management styles, delegation, and specific c. srating
practices. Attention is directed to usual areas of inquiry as
well as to Qquestions raised in the auditing of management cli-
mate and overall management health in the organization.

Section I concludes with an assessment of advantages and
problems to be anticipated if this expansion of the OMU mission
should be undertaken.

Section II of the report provides 2n annotated bibliography
on management auditing, and Section IXI lists additional books
and periodical references for those who wish to probe more deeply
and thus review and evaluate the potential benefits to be gained
through such an expanded assignmeat to OMU.
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SECTION I
A BRIEF DESCRIPTION CF THE MANAGEMENT AUDIT
AND DISCUSSION OF IMPLICATIONS FOR THE

OFFICE OF MANPOWER UTILIZATION
HQ, UNITEL STATES MARINE CORPS

INTRODUCTION

At present, the primary missicn of the Office of Manpower
Utilization (OMU) is to perform task analysis, defined as the
identification, collection, collation, and analysis of job data.
The products of task analssis are used to improve the functional
areas of classification, assignment, training, grade and MOS
structure, job requirements, and job valicdation.

The purpose of this paper is to describe management

auditing as a possible extension of the present miss.on of
OMU to include management, organization, and other variables
described in this report. As will be noted, some elements of
management auditing are presently included in task analysis.

Inaamuch as OMU represents the only personnel research

arm of the Marine Corps, future expansion o€ the scope of

its research may be appropriate. Management auditing repre-
sents one of several possible expansions that might be consid-
ered.

The specific purposes of this report are to:

1. Briefly describe the management auditing approach and
poiat out some of its possibilities for development
and application by OMU;

2. Provide additional background through an annctated
bibliography;

3. 1Identify other references for more information on the

subject. 7




This paper does not precisely identify specific ways the
management audit could be developed and used by OMU. As a

working paper, it is suggestive rather than prescriptive.

PURPOSE AND SCOPE OF MANAGEMENT AUDITING

Management auditing comprises a comprehensive and a
thorough stidy of an organization. It examines policies,
organization structure, operating methods, personnel practices,
morale, and physical fzcilities. A management audit is an
examination of conditions and a diagnosis of deficiencies,
and it provides recommendations for correcting them. It
1s basically constructive in its zonception and objective
“n its approach. It hu: but one purpose--to assist manage-
ment 1in improving the efficiency and effectiveness of an or-
ganization,

Figure 1 presents a schematic view of management auditing.
Although definitions differ from author to author, usually the
basi& components are study plan development, evaluation and
appraijsal, presentation or review, and follow-up. The compre-
hensiveness of the approach can be seen by referring to the
specific points under scope of review, details for study,
factors for appraisal, and diagnosice, interpretation and
synthesis. It should be clear, however, that the management
audit probes more deeply than = casual inspection that is

designed simply to check on compliance with established pro-

cedures.



FIGURE 1

OVERVIEW OF THE MANAGEMENT AUDIT PROCESS

STUDY PLAN DEVELOPMENT

SCOPE OF REVIEW DETAILS FOR STUDY |
L. One or more specific fuactions 1. Plane and objectives
2. Department or group Jf cecartments 2. Organizational etructure
3. Division or group of divisicae 3. F’iciea, systems. and procedures
4. The entire organization 4. Methods of control

$. Human and physical facilities
6. Meaeurement of reeults

EVALUATION AND APPRAISAL

/ DIAG NOSIS
FACTORS FGR APPRAISAL INTERPRETATIZN AND SYNTHESIS
L. Adeguacy of organization structure 1. Study of elements
2. Compliance with policies and procedures 2. Detailed diagnoeis
3. Accuracy and reliability 5f controle 3. Determine purgose and relatiaaship
4. Adequate protective methods 4. Look for deficiencies
8. Causes for variances $. Analytical balance
6. Proper utilization of man-power 6. Twet for eflectiveness
and equipment 1. Search for problems
7. Satislactory methods of operation 8. Ascertain sclutions

9. Determine alternativee
10. Seek outr methuds for improvement

PRESENTATION

ORAL
DISCUSSION
OF
IMPORTANT
ITEMS

WRITTEN
REPORT OF
FINDINGS AND
RECOMMENDA -
TION

FOLLOW-UP

COMPLETE

REVIEW

ON ANY REPORT WITH
INSTALLA- FO2MS AND UNFINISHED TOP
TIONS PROCEDURES MATTERS MANAGEMENT,

Source: Adopted {rom Willlam P, Leonard, The Menagement Audit
(Englewood Clilfs, New Jsreey: Prentice-liall (nc., 19623,
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OVERVIEW OF STUDY METHODS AND RESULTS

To assure success of the audit, it is important to have
complete understanding, approval, and support by top manage-
ment of the organizatior along with the use of qualified per-
sonnel to perform the work. Generally, those who conduct
management audits are eskilled in the techniques of analysis
and research and trained to be alert for ways to improve upon
what they £find.

Management audit analysts examine the policies under
which the operations of the nrganization are conducted. They
examine the organization st.ructure and study each unit in
detail to gain a thorough understanding of its mission and
functions. They look into operating methods. With the
constant aim of improvement, each imporfant step is studied
in relation to other steps. The analysts give consideration
to the organization's human resources, and objectively re-
view possible improvements in personnel practices. The
organization's physicai facilities and equipment utilization
also come under close scrutiny.

The net result is a diagnosis of the present state of
health of the organization, with attention focused on what
needs improvement, and with clear-cut recommendations for
implementing improvements. Unlike the accounting audit which
1s concerned with past transactions and present condition,
the management audit studies the present and looks to the

future.

The annotated bibliography in Section II pruvides more
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discussion of management auditing. Inciuded is a chapter-by-
chapter summary of one of the classic volumes on the subject

by william P. Leonard.

COMPARISON OF THE MANAGEMENT AUDIT WITH TASK ANALYSIS

In collecting job data, task analysis asks the following
basic questions:

a. What does the Marine really do?

b. Why does he perform his job?

C. How uoes he perform his job?

d. What skill attributes and levels does he require

to perform his job?

For the most part, descriptive data are solicited and used
in order to develop realistic structuring of jobs, duties,
and tasks.

The management audit would involve asking the following
kinds of questions:

Organization structure

How much structure is appropriate for this organization?
Which functions need to be coordinated?--What means should
be used to achieve coordination?

Is the structure designed to make specific accountability
Possible?

Is the decision-making process designed so that the quality
of decisions can be improved?

What organjizational relationship exists or should be

established among subfunctions?

11



6
Has the organization been designed to make the most effec-

tive use of the talents available?

Management

How well are managemcnt capabilities matched with position
requirements?

Is the need for conceptualizing skill recognized adequate-
ly at each management level?

Are experien.e specifications stated in terms of time or

in terms of meaningful exposure?

What basic manager attitudes are required for key positons?
What management style will creste the attitudes and produce
the performance critical to this unit?

How should managers communicate with emp loyees regarding
performance?

Are performance reviews fully utilized for development

and motivational purposes?

Resource allocation and management

DO managers managr operations instead cf resources?

What resources limit the organization's ability to achieve
goals?

Has the potential Productivity of all resource users been
identified?

The scope of the management audit is further illustrated

by Leonard's cherklist approach. He presents a number of

12




searching questions the management audit should explore. The
following are examples of such questions:

l. Plans and objectives: Have definite plans and objec-

tives been established?

2. Organization structure: 1Is there any overlapping or

duplication of functions?

3. Policies, systems, and procedures: Are policies

positive, clear, understandable, and widely known
throughout the unit?

4. Personnel: Is employee training adequate for jobs
assigned?

5. Layout and physical equipment: Is the physical plant
designed to provide maximum utilization of space and
efficient work areas?

6. Operations and methods of control: what consideration

has been given to the adequacy, clarity, and prompt-
ness of internal and external communications?

Two basic differences between task analysis and the
management audit are evident from the above discussion. First,
the management audit is much broader in scope, but includes
such basic task analysis concerns as overlapping or duplicating
functions and training requirements. Second, the management
audit is oriented more towards evaluation or assessment than

the present task analysis process.

IMPLICATIONS OF THE MANAGEMENT AUDIT APPROACH FOR OMU
An important implication is that the present mission of

OMU would be greatly expanded if the management audit approach

13



were adopted. Even though the historical success of OMU is
probably attributable in part to its stress on describing
and reporting rather than on evaluation of proficiency or
performance, management auditing would feature both descrip-
tion and evaluation.

It OMU were to offer management auditing to Marine Corps
units a critical consideration would be how to structure,
staff, and communicate its expanded mission so that “clients™
of OMU would view the results of OMU research as enabling
them to improve efficiency and effectiveness of their unit or
organization. One approach might be to organize and position
OMU as an internal technical resource available on request to
assiét client OFs in enhancing productivity or performance
through the management audit. On request from an OF, OMU
personnel could be assigned as temporary staff, conduct the
management audit, and report to appropriate members of top
management of the OF under study. Data, findings, and recom-
mendations could be treated as proprietary information and
not generally available for disclosure outside the subject
OF. In this way, OMU could perform enabling functions for
OFs to help improve organizational performance, but without
the concerns about higher command reactioas that are asso-
cizted with an Inspector General's review.

One alternative is to retain task analysis as a basic
mission cf OMU, and to consider management auditing as a
separate, supplemental mission. In addition to continuing

to perform task analysis as it has traditionally been done,

14



OMU could provide technical assistance through management
auditing as ocutlined above.

If management auditing were incorporated into an expanded
mission of OMU, an important requirement would be inclusion on
the staff of highly skilled analysts in organization, manage-
rent, and personnel research. One approach could be to staff
OMU with Marines specifically trained in applied research of
this nature. As a minimum, they should possess a baccalaureate
degree although a master's degree level would seem more desir-
able. Another approach might be to have OMU establish "on-
call arrangements" with outside consultants skilled in manage-

ment auditing. The consultant team, in conjunction with OMU

personrel, could provide the technical resource capability.

SUMMARY

The management auditing approach, in general, includes
evaluating the entire management and operational systems of
an organization, developing recommendations, and assisting
ranagement in implementing planned Cchanges to improve organi-
zation performance. As noted, present task analysis can be
considered a sub-set of management auditing.

The methodology of the management audit cannot be
cha*=ucterized as a highly refined, thoroughly objective
scientific effort. As can be seen in the annotations (Sec-
tion II), each author presents a somewhat distinctive ap-
proach. Further, consultants and consulting firms that
provide the service of management auditing vary in methods

employed. However, there appears to be a consensus that

15
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methods should include a variety of diagnostic and evaluative
management techniques, and that the basic components of the
approach should be tailored tn the client organization.

It i1s beyond the scope of this paper to determine whether
management auditing is needed in the Marine Corps, or whether
present organizationai performance evaluation and improvement
practices and procedures are, or will be, sufficient. Since
OMU is already experienced in personnel research, it seems
logical to examine the management audit as a possible extension
of the task analysis mission and thus to include other areas

of importance and value to the Marine Corps.

16



SECTION I1I

ANNOTATIONS FROM SELECTED LITERATURE
ON MANAGEMENT AUDITING

A. DETAILED ANNOTATION, by chapter

Leonard, William P., THE MANAGEMENT AUDIT, Englewood Cliffs:
Prentice-Hall Inc., 1962.

Chapter I Introduction

The environment which has created the reed for new and
innovative approaches to management is discussed. Its key
elements, as well as the problems, opportunities, responsi-
bilities, and demands these have created for management,
primarily in the area of decision-making, are identified, as

is the future role of the management audit.

Chapter II Basic Elements of Management

Leonard examines those elements of management--planning,
organization, and direction--which he believes should be thorough-
ly understood by anyone charged with organizing and imp lementing
an effective management audit. Direction is separated into com-
mand, coordination, and control. Leonard explores the factor
of control, as it is supplemented with the evaluation and
appraisal provided by the management audit, in dealing with the

S1x most common causes of poor management.

Chapter III Appraisal of Management Methods and Ferformance

The management audit is defined as a comprehensive and
constructive examination of an organization and its plans,
objectives, policies, means of operation, and utilization of
facilities. Use of the management audit as a preventive

11
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12
measure designed to protect an organization from poor manage-
ment is stressed. Leonard emphasizes that the auditor employs
2 scientific approach entailing the gathering of accurate infor-
mation about the present condition of the organization, compar-
ison of these data to organi=ational plans, policies and per-

formance, and offers sound recommendations for improvement.

Chapter IV Fundamental Concepts of Management Audits

This chapter first addresses the question of the scope
of the audit. Should it be of a specitic function? Of an
entire department? COf a group of departments? The entire
organization? Leonard then presents the seven factors which
should be reviewed, analyzed, and appraised by the audit:

1) plans and objectives, 2) organizational structure, 3)
policies and practices, 4) systems and procedures, 5) methods
of control, 6) means of operation, and 7) human and physical
facilities. These are discussed in dept, and the author
Suggests what the auditor should look for in relation to

each factor.

Chanter IV Figure 2

A graphic illustration of a management audit design 1is
sresented. The diagram shcws the audit divided into its four
TAI0r compcnents--examination, evaluation and acrpraisal, ore-

sentzt:on, Iollow-up, and their subdivisions.

Chapter V Organizing a Program for the Manazement Auvdit

Basic considerations in setting up the audit program are

18
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discussed. The need for the audit staff to have the complete
understanding, approval, and support of management is empha-
sized, along witl the following elements of the audit design:
a) the selection of qualified personnel to perform the work,
D) the procedure for work accomplishment, c¢) the establishment
of an audit staff training program, and d) the control of

time and cost. The proper handling of audit findings and a
sample proaram outline covering the tactors discussed in

Chapter IV are also examined.

Chaobter VI Initiating the Management Audit

The importance of planning prior to the start of the
management audit is emphasized, with particular attention
being given to the auditor's preliminary analysis of the areas
znd functions to be audited. Interviewing techniques are dis-
cussed, and the value of the audit program and systematic

methods of audit procedure are stressed.

Chaoter VII Analysis, Interpretation, and Svynthesis

Focus 1s cn the utilization of scientific analysis in
management auditing, with Leonard presenting 10 important
stess in scientific analysis: 1) a study of the elements, 2)
2 cdetailed diagnosis, 3) determination of purpose and rela-
tionship, 4) a search for deficiencies, 5) an analytical bal-
ance, &) a test for effectiveness, 7) a search for problems,
8) obtaining solutions, 9) determination of alternatives, and

7} seeking out methods for improvement. The ené results of

19



14
this analysis--improvements in methods, greater effectiveness
in performance, or recommended solutions to problems--are also

discussed.

Chapter VIIX Gathering and Recording Information

After formulating the audit program and campleting a
Preliminary analysis, the auditor is ready to implement his
Plan for gathering and recording information. Basic considera-
tions in organizing and recording data, as well as the tools
and techniques used in this precess, are presented. Several
hints for gathering information, a brief discussion of the
importance of maintaining work papers, and an example of a
management audit check-list for use by the audivor when exam-~

ining one department within an organization are also included.

Chapter 1IX Measuring Performance

Leonard provides a Jdescription of how performarnce is
measured in an organization--by comparing results with standards.
Discussion follows regarding the various ways in which standards
can be established, the importance of standards in measuring
performance, and the use of standards in measuring the per-
formance of an organization in such areas as internal control,

efficiency, future planning, and coordination.

Chavter X Difficulties Generally Encountered

Some of the problems commonly encountered by the manage-

ment auditor are examined. Leonard describes three classes of

20



15
of executive personnel: those who "do nothing", those who
"intend to d ", and those who "get going". Also considered
are inter-personal problems, and what Leonard calls "too-much-
too-soon", or the problem of auditors' unrealistic demands for

the accomplishment of improvements.

Chapter XI Evaluating Executive Effectiveness

The author offers quidelines for the evaluation of the
executive. A sample of a statement of function and responsi-
bility, a comprehensive list of executive characteristics, and

guides for areas of review and executive evaluation are in-

cluded. Leonard also discusses the need to consider the nature
of the organization in which the individual Leing evaluated
works, as this will have a significant effect upon the estab-

lishment of evaluation criteria.

Chapter XII Developing and Recommending Improvements

The author considers the "real test of the auditor" to
be his ability to develop and recommend improvements. A
cautious approach to making recommendations and a constant
concern for their potential impact in terms of cost and
efficiency are emphasized. The importance of time and study
in developing recommendations, and traps into which auditors

may £all, are also discussed.

Crhavter XIII Preparing the Management Audit Report

Suggestions on report content, rganizatioa, writing style,

21



16
and a sample audit report outline are given. Leonard describes
different reports used by management audit groups, and he dis-
cusseS presenting recommendations for improvements so as to en-

hance the likelihood of their acceptance.

Chapter XIV Facts of Major Importance

That part of the audit report entitled "Facts of Major
Importance" alerts management to unfavorable conditions. 1In-
ducing management to read the entir2 audit report is discussed.
Suggestions on gathering, analyzing, and presenting the “"facts"

are offered, and samples are included.

Chapter XV Reviewing Audit Findings with those Concerned

Consideration is given to the auditor's Presentation of
his findings and recommendations to top management of the or-
ganization. Leonard presents several basic considerations in
planning the conference format, and he outlines the auditor's
role as a conference leader. Included are ideas on gquiding
discussion, dealing with pPeople in a conference situation, the
auditor's role in stimulating corrective action by management,

and achieving acceptance of recommendations.

Chanter XVI The Final Written Report

The final arrangement cf the audit report is presented.
The sections, in order, are:
® Opening Paragraph

® Facts of Major Importance
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® Matters Discussed with Supervision

® Current Practices

e Discussion or Comments

® Recommendations and Exhibits

A check-list of questions which the auditor should ask
himself as he makes a final review of his report is included,
along with some generally accepted rules on preparation and

transmission of the report.

Chapter XVII The Audit Follow-up

The objective of the audit follow-up is the completion of
unfinished matters relating to recommendations made in the audit
report which have not been acted upon. The author cites exam-
Ples of what the auditor may encounter in the course of his

follow-up.

Chapter XVIII Looking Ahead

The closing chapter contains an overview of the responsi-
bilities of management auditing--which organizations will have

to utilize in order to meet the demands of the future.
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B. BRIEF ANNOTATIONS

1. Greenwood, William T., A MANAGEMENT AUDIT SYSTEM, rev.
ed., Carbondale, 1llinois: School of Business, Southern I1li-
nois University, 1967.

Greenwcod presents a management audit plan that is divided
into two parts--1) the management function audit, and 2) the
management decision audit. The first of these is designed to
evaluate the areas of planning, organizing, staffing, direct-
ing, and controlling. The second is concerned with evaluating
the quality of decisions affecting, for example, long-range
and organization-wide planning, operations, and personnel. A
total of 373 questions, 170 for use in auditing management

functions and 203 for decision auditing, are presented for use

1n analyzing an organization's management .

2. Rose, T.G., THE MANAGEMENT AUDIT, London: Gee & Co.,
(Publishers) Limited, 1961.

Rose sets out basic procedures f-=— the management auditor
to follow. The relationship of the board of directors to the
managing director of an organization, as well as the role of
the management audit in providing information needed to make
tolicy decisions, are discussed. A management audit autline
is provided, along with a detailed discussion of the seven
primary functions of management to be examined by the aucitor:
1) general management, 2) personnel and industrial relations,
3) legal and secretarial, 4) accounts and finance, 5) develop-
ment, 6) distribution, and 7) production. A top-tc-bottom ap-

Proach o the audit is emphasized, with the auditor makiag a
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thorough study of the organization's structure before proceed-

in? to an examination of the general management.

3. Martindell. Jackson, "The Management Audit", PROCEED-
INGS OF THE ANNUAL MEETING, ACADEMY OF MANAGEMENT, 1962, pp.
l64-171.

A discussion of the management audit developed by the
American Institute of Management is presented, along with
explanations of the ten categories covered Ly such an audit:
1) economic function, 2) corporation structure, 3) health of
earnings, 4) service to stockholders, 5) research and develop-

ment, ©b) directorate analysis, 7) fiscal policies, 8) produc-

tion efficiency, 9) sales vigor, and 10) executive evaluation.

4. Miller, Ernest 0., “The Perscnnel Audit: Gateway to
the Future"”, PERSONNEL JOURNAL, September, 1961, pp. 1-8.

The audit of the personnel function of a small company is
examined. Discussed in detail are the two phases of the audit
which were completed--analysis of current activities ¢! the
personnel department and a survey of opinions of management
on the personnel function and its activities--the metlods used
in completing these rhases, and the recommendations which re-

sulted from them.
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